PHI L1 PPI NES ECONOM C WRAP- UP
MARCH 10-16, 2001

VWil e the Philippine peso depreciated only slightly and

interest rates fell, The Philippine stock market was
dragged down by pressure on regional and international
mar kets. Despite earlier suggestions that a bill to

restructure the Philippine power industry would be taken
up before national elections in May, it now appears that
the congress will not take up the legislation until early
June. W report on a proposal to conmbat noney | aundering
by requiring foreign owners of foreign currency accounts
in the Philippines to 'voluntarily' waive the secrecy of
t hose accounts. W note that the Departnent of Trade and
I ndustry is, at |least tenporarily, opening the

Phi li ppines to expanded inports of SKD vehicles. 1In a

bi zarre epilogue to the collapse of Oient Bank nore than
two years ago, an appeals court has ordered that the bank
be reopened (ignoring the fact that the bank has been

i qui dated, alnost all depositors paid off, and all its
branches sold). |In other banking notes we explore a
proposal to establish an Asset Managenent Conpany to

i nprove bank liquidity (which faces significant
capitalization chall enges) and a proposal to all ow banks
to securitize long-termdeposits. W also report on sone
new j oi nt ventures and investnents that seemto signal
stronger business confidence in the Philippines.

These weekly reviews are avail able on the Enbassy's web
site (http://usenbassy.state.gov/manila). W provide a

| onger and nore detailed review of the Philippine econony
in our February 2001 Econom c CQutl ook, which is now

avail abl e on our web site.
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The Philippine peso depreciated slightly against the U S.
dol | ar through the week, nostly on regional concerns.

The peso, which closed on March 9 at P48. 065/ US$, ended
t he week at P48. 50/ USS$.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
FEB 05 49. 161 49. 110 62.5
06 48. 857 48. 610 161.0
07 48. 706 48. 580 139.1
08 48. 284 48. 250 187.5
09 48. 052 48. 200 120. 6
FEB 12 48. 140 47. 820 167.5
13 47. 674 47. 630 131.1
14 47. 583 47. 955 131.0
15 47. 889 47. 490 267.5
16 47. 550 47. 550 125.6

FEB 19 47.672 47. 850 90. 4



20 47. 801 47. 630 153.1
21 47.925 48. 120 138.0
22 48. 234 48. 350 222.1
23 48. 323 48. 160 170.5
FEB 26 48. 094 48. 230 125.0
27 48. 263 48. 265 129.5
28 48. 286 48. 280 93.7
MAR 01 48. 374 48. 470 100.1
02 48. 490 48. 340 125.5
MAR 05 47.812 47.670 114.5
06 47. 666 47. 660 121.1
07 47.799 47. 905 140.5
08 48. 002 47.910 163.0
09 47.982 48. 065 164.5
MAR 12 48. 177 48. 145 138. 8
13 48. 159 48. 160 130. 8
14 48. 141 48. 200 66. 0
15 48. 367 48. 430 148.5
16 48. 627 48. 500 149. 2

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

At the March 12 auction of T-Bills, interest rates on the
government papers fell significantly on the back of a 50
basis point cut in key policy rates announced by the
Bangko Sentral ng Pilipinas (BSP, the central bank) | ast
week. Interest rates on 91-day T-bills fell 43.5 basis
points to 9.893% The 91-day T-bill interest rate has
not been bel ow 10% si nce Cctober 16, 2000. The interest
rate on the 182-day bill fell 57.7 basis points to
10.983% The 364-day bill interest rate, however, staged
the steepest drop, sinking 66.5 basis points to 12.453%
Bank and market liquidity are still high, evidenced by
the nore than P11 billion worth of bids received for the
P4 billion worth of bills that were offered. Average
commerci al bank lending rates fell accordingly, |eading
to hopes of revived bank | ending and correspondi ng

i nvest ment grow h.



Auction Date 91 days 182 days 364 days
FEB 05 10. 863 12. 174 12. 694
FEB 12 10. 607 11.913 12. 632
FEB 19 10. 525 11.900 12. 500
FEB 26 10. 456 11. 783 12. 497
MAR 05 10. 328 11. 560 12. 453
MAR 12 9. 893 10. 983 11. 788

Source: Bureau of the Treasury

Prime Lendi ng Rates of 15 Expanded Conmerci al Banks

Dat e of Survey Aver age Range

FEB 08 15. 8376 12.50 - 19.00
FEB 15 15. 2550 12. 25 - 19. 00
FEB 21 14. 9393 12.25 - 19.00
MAR 01 14. 5759 12.25 - 19.00
MAR 08 14. 3913 12.00 - 19.00
MAR 15 13. 6914 11.50 - 15.25

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

Philippine equities prices, already hurting froma weak
corporate profit reports, took a further beating this
week as markets around the world reeled on fears of a

gl obal sl owdown. The market sank for eight straight
sessions, staging only a small recovery (inspired by the
rebound in Tokyo's N kkei average) on March 16 to break
the trend. The 33-share Philippine Stock |Index (PH SIX)
cl osed at 1498.32 on Friday, March 16, a 5.67% decline
fromits March 9 close of 1588.39. The last tinme the

i ndex cl osed bel ow 1500 was i nmedi ately before the
col | apse of the presidency of Joseph Estrada on January



20. Trading volunmes remain mniscule; the value of
shares traded on March 12 (P196 mllion) was the | owest
since 1994.

Phi |'i ppi ne St ock Exchange | ndex (PH SIX) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)
FEB 05 1652. 08 352
06 1664. 23 652
07 1659. 25 441
08 1683. 44 764
09 1695. 59 995
FEB 12 1712. 06 734
13 1692. 27 556
14 1687. 74 622
15 1688. 05 534
16 1689. 91 950
FEB 19 1673. 96 444
20 1659. 08 369
21 1654. 86 378
22 1641. 05 485
23 1647. 00 595
FEB 24 1636. 04 498
25 1632. 30 344
26 1613. 49 995
MAR 01 1570. 20 735
02 1596. 97 499
MAR 05 1616. 54 614
06 1611. 47 328
07 1612. 81 312
08 1589. 57 223
09 1588. 39 613
MAR 12 1567. 53 196
13 1526. 40 348

14 1523. 79 266



15 1491. 79 383
16 1498. 32 309

Source: Philippine Stock Exchange

PONER RESTRUCTURI NG -- WLL THEY OR WON' T THEY?

President d oria Macapagal -Arroyo has called for a
speci al session of Congress the week of March 19 to

consi der extending voter registration dates for the
upcomi ng May 14 national elections. There had been

w despread specul ation that |legislation to restructure
the electric power industry would al so be taken up during
the session. Several admnistration officials, in fact,
told visiting nenbers of a U S.-ASEAN Busi ness Counci

Del egation in |late February that the |egislation would be
rai sed during a special session of Congress before the
May el ections. Several recent statenents, fromthe
President to the | egislature, however, have thrown cold
water on that hope. President Arroyo told reporters on
March 13 that conpletion of the legislation required a
"full options study" which is still ongoing. Senator
John Gsnena, an opposition candidate running for re-

el ection and the current chairman of the Senate Energy
Commttee, said he was in no particular rush to finalize
a bicaneral report as there was no call for consideration
of the legislation in the special session. And House of
Represent ati ves Speaker Felciano Belnonte Jr. told
reporters on March 15 that he expected to schedul e House
deli berations on a final bicaneral report sonmetine in
early June.

UPDATE ON ANTI - MONEY LAUNDERI NG MEASURES

The Bangko Sentral ng Pilipinas is strongly supporting a
proposal by the Bankers Association of the Philippines
(BAP) to require non-resident holders of foreign currency
deposit accounts in the Philippines to sign a "voluntary
secrecy waiver". BSP officials told the Enbassy that
their agency had solicited banks’ cooperation and
suggestions on non-| egi sl ative neasures to di scourage
noney | aundering. The general idea behind the proposed



wai ver is to allow banks operating in the Philippines to
di scl ose information about "suspicious" foreign deposit
accounts of non-residents at the request of foreign
governments. The BAP is working on the details of the
schenme, which could be inplenmented in another nonth or

t wo.

I n June 2000, the Paris-based Financial Action Task Force
(FATF) listed the Philippines as one of 15 "non-
cooperative countries and territories" in the gl obal
drive agai nst noney-laundering. (The full report, and
other information, is available at

http://ww. oecd.org/fatf.) Governor Buenaventura does
not expect the proposed secrecy waiver to get the

Phili ppines off that list, but hopes the nove will at

| east denonstrate continuing efforts to institute
refornms. The BSP has adopted several adm nistrative
measures ai med at di scouragi ng noney | aundering over the
past nine nonths (including suspicious transactions
reporting and stricter custoner identification

requi renents). The maj or obstacles, however, are
legislative. Current |laws make it virtually inpossible
for regul ators to exam ne deposit accounts, whether of
residents or non-residents. Although the matter remains
contentious, the BSP has been pushing in the Philippine
Congress for revisions in its charter to allow access to
guestionabl e accounts and deposits.

SKD | MPORTS OPENED UP

Trade and Industry Secretary Manuel Roxas has announced
that the Board of Investnments (BO) will accept
applications for the inportation of sem -knocked down
(SKD) autonobiles from assenblers who felt aggrieved by a
Decenber 2000 decision of the Ofice of the President to
all ow Daim erChrysler-Norkis to inmport 7,000 SKD

aut onobi l es over 3 years. BO has not specified how many
SKD autonobiles it will allow assenblers to inport at the
preferential 3 to 5 percent tariff rate, but, according
to Roxas, the inports are a short-term neasure intended
to level the playing field. Assenblers who take
advantage of this preferential tariff rate are supposed
to begin full assenbly of autonobiles within 18 nonths.

ORI ENT BANK ( THE LATEST TW ST)



The Court of Appeals (CA) reversed a trial court ruling
whi ch sustai ned governnent regul ators' decision to close
and |iquidate Orient Bank. Oient Bank was the first of
two commerci al banks to have closed during the Asian
crisis. It declared a bank holiday in February 1998
after suffering fromheavy withdrawals. The bank was
eventual |y placed under the receivership of the

Phi |'i ppi ne Deposit | nsurance Corporation (PDIC) in
Cctober of that year. 1In its recent decision, the CA
ordered the BSP to seriously evaluate and consider a
January 1999 revised rehabilitation plan submtted by
Oient Bank — which, in the court's judgenent, the
Monetary Board (the BSP's policy making body) had hastily
rejected. The CA raised other questions on Oient Bank's
al | eged bankruptcy and the manner the bank was
liquidated. The CA ordered the BSP and PDIC to refrain
fromenforcing nortgage foreclosures or wits of
attachnment against Orient Bank until final resolution of
its application for rehabilitation.

BSP and PDIC intend to file a notion for reconsideration
before the CA and, if necessary, an appeal to the Suprene
Court. According to bank regulators, an exam nation of
t he bank's books showed Orient Bank to be insolvent and
reveal ed significant irregularities, m snmanagenent, and
vi ol ati ons of BSP prudential regulations (including
excessive lending to directors, owners and rel ated
parties). They also maintained that Oient Bank was

gi ven every opportunity to present a viable
rehabilitation plan -— including searching for a "white
knight" -- during its | ong bank holiday.

BSP and PDIC officials noted that nmuch had al ready
transpired since the BSP ordered Orient Bank's
liquidation in October 1999, nmaking a reopening
inpractical, if not inpossible. Mst of the bank's
assets have already been sold. PDIC has settled clains
of insured depositors. Allied Bank (a comrercial bank)
has since acquired Orient Bank's |icense to operate the
|atter's nore than 50 branches; as well as shoul dered
sone of Orient Bank's liabilities to uninsured
depositors.



In reaction to this |latest |egal devel opnent, Bank of
Comrerce officials (BoC) were quoted in press reports as
saying "this is precisely what we wanted to avoid". In
| at e February 2001, BoC backed out of an agreenent to
acquire and rehabilitate Urban Bank (a comrercial bank
which closed in April 2000). |In stepping aside, BoC
cited legal issues and questions recently brought before
the courts surroundi ng U ban Bank's closure. Unless

qui ckly resolved, there are concerns that this | atest
twst in the Orient Bank case could al so affect Urban
Bank' s prospects.

BANKI NG NOTES

Asset Managenent Conpany for Bad Loans: The BSP strongly
supports the idea of a third-party "asset managenent
conpany” (AMC) to dispose of banks' non-perform ng | oans
(NPLs). That proposal was reportedly "revived" by the
new head of the Philippine Social Security System who
had first raised the idea about two years ago. By

pur chasi ng del i nquent | oans from banks at various

di scounts (depending on quality and collectibility), an
AMC woul d generate | oanabl e funds, accelerate the clean-
up of banks' bal ance sheets, and reduce dependence on
liquidity assistance fromthe BSP. The conmerci al
banki ng system s NPLs stood at P246 billion as of end-
2000 (15.1% of their loan portfolio). Sone governnent

of ficials have al ready expressed support for the schene.
However, they pointed out that tight finances would
prevent the governnent fromtaking the lead in setting up
an AMC. They al so noted that a governnent-run AMC coul d

rai se questions on transparency. It remains to be seen
whet her the proposal — first bogged down by fundi ng
issues — wll prosper this tinme around.

Securitization of Long-Term Deposits: The BSP is
considering a proposal by the BAP to all ow banks to
"securitize" long-termdeposits as a nmeans inproving the
country's | ow donestic savings rate. Under the proposal
banks coul d issue certificates of deposits (CDs) for
five-year accounts or nore, which could be traded in the
secondary nmar ket (perhaps even |isted on the Phili ppine
St ock Exchange). BSP officials noted that the schene
woul d give long-term depositors an "exit mechanisn
shoul d there be a need to liquefy funds before maturity.




They observed that savers nornmally hesitated to tie up
their funds in longer-termdeposit accounts despite their
hi gher yields. Besides operating details, the proposal
has rai sed tax questions which need to be resolved. Peso
deposits of at least five years enjoy certain tax perks —
- but howw |l they be treated if traded on the secondary
mar ket ?

JO NT VENTURES W TH FOREI GN COVPANI ES ONGOI NG

JG Summt Holdings Inc., the investnent arm of taipan
John Gokongwei, has earmarked $600 million this year
(triple the conpany's investnents |ast year) to expand
its airline and tel ecormuni cation concerns. Sonme $300
mllion wll finance entry of Digital Tel econmunications
Inc. into the conpetitive wreless business. Joining
Digitel inthis project is foreign partner Canadian

t el ecomruni cati ons supplier Nortel Networks. The other
$300 was earmarked for Cebu Pacific Airline' s possible
designation as the country's second flag carrier. The
conpany's executive VP, Lance Gokongwei has said they
expect the governnent to favorably act on their
application within 5-6 nonths. However, he declined to
comment on whether his group is negotiating with a
foreign airline to support its bid to fly overseas.

Uni - Presi dent Group of Taiwan (65% and food and beverage
congl onerate RFM Corp. (35% have agreed to jointly
engage in the manufacture of instant noodles for export
and donestic consunption. The P400-m | lion manufacturing
plant wll occupy a two-hectare area at RFM s t echnol ogy
park south of Manila. Bullish on the Philippines, this
is the second investnent venture in the country of Uni-
Presi dent group, the nother conpany of President Chain
Store, which had joined the |iberalized | ocal retai

trade sector through Seven-El even conveni ence-store

chai n.

Pur ef oods- Hornel Co, a joint venture between Ayala's food
manuf acturing arm and Hornel Foods Corp. of the U S., is
i nvesting about P1.35 billion to build a new neat
processing plant in Laguna. Targeted for conpletion by
m d- 2002, this second plant is intended to double the
firm s production capacity and boost sales which hit P5.5
billion |last year.



MORE | NVESTORS COM NG I N

Sansung El ectronics of South Korea will invest sone P2
billion in building a new factory to expand its

el ectroni cs- manuf acturing project in the country,
according to press reports. Admnistered by the

Phi | i ppi ne Econom ¢ Zone Authority (and granted tax and
fiscal incentives), Samsung will initially manufacture
rewiteable CD drives, expected to generate over U$700
mllion in annual exports to the U S., Europe and Asi a.
Sanmsung's new factory will enploy 1,140 peopl e.
Sansung's offices in the Philippines will serve as
supervi sion, comruni cation and coordi nation center for
its affiliates, subsidiaries and branches in Korea,

Mal aysi a and Si ngapore. Sansung has registered this
center wwth the BA as the conpany's regional
headquarters.

Lockheed president Robert Young has informed President

d oria Macapagal -Arroyo that Lockheed, in partnership

w th Asian Aerospace Corporation, will put up an aircraft
service center inside the former Cark Air Base. Leading
a US business del egation courtesy call on the President,
M. Young asserted that, once operational, the project
woul d bring in substantial foreign investnents, generate
t housands of job opportunities, and pronote technol ogy
transfer. The entry of one of the world's biggest
aircraft manufacturers is hoped to hel p develop the
sprawming fornmer US facility into a hub for internationa
airlines.

A tourismestate made up of hotels, nmarinas, retirenent
homes for foreigners, and other tourismoriented
establishments may soon rise in Negros Oriental (in the
central Visayas). International Access Corporation (IAC
chair Cecilia R Gonzal vez presented this project
proposal to President Macapagal -Arroyo in expression of

| AC's full support for the new adm nistration's econom c
pol i ci es.



